Changes in banking structure, 1953-62 by anonymous
THE COMMERCIAL BANKING SYSTEM in
the United States, like most of our institu-
tions, has been affected by social and eco-
nomic change throughout its history. During
the past 10 years these changes have had
important effects on the banking structure.
The distribution of banks and banking
offices that has evolved over the years re-
flects a complex pattern of function, owner-
ship, and supervision. But throughout, sev-
eral basic influences have shaped the bank-
ing structure: the geographical size of the
country, the diversity and changing char-
acter of its economy, an historical opposi-
tion to concentration of financial power in
large institutions located in a few financial
centers, and the early development of a sys-
tem of national and State banking laws that
left to the individual States the right to shape
in large part the type of banking they would
have.
As a result, the banking structure of the
United States is a composite of individual
State banking structures, which are similar
in many respects, however.
During the first two decades of this cen-
tury, when agriculture and industry were
developing rapidly, the number of commer-
cial banks also increased rapidly—from
about 12,400 in 1900 to nearly 30,500 in
1921. Then the number began to decline
gradually, at first primarily in those mid-
western States that had suffered a severe
agricultural depression in 1920-21. The de-
cline in the number accelerated during the
next 8 years, as a result of continued diffi-
culties in agricultural areas, better trans-
NUMBER of commercial baiks decliits;
balking offices increase sharply
portation, and centralization of industrial
and financial activity in urban centers.
During the great depression the number
of banks fell off sharply. More than 8,800
banks suspended operations permanently
during the 4-year period 1930-33, and by
the end of 1933 only about 15,000 banks
remained open.
The number of commercial banks in op-
eration increased somewhat during the re-
organization of the banking system from
1933 to 1935. But since then, except for a
short period after World War II, there has
been a persistent decline. The recent decline,
however has reflected mainly mergers be-
tween solvent banks seeking to improve their
competitive positions, whereas the earlier
declines were primarily the result of bank
failures. At the end of last year there were
about 13,400 banks in operation.
In contrast, the total number of commer-
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cial banking offices—which include banks
and their branches—after showing some de-
cline from 1935 to 1945, has since risen
rapidly. At the end of 1962 there were
about 25,500 offices compared with about
19,000 in 1935 and 1950. The increase in
banking offices in the face of the decline in
the number of banks reflects the fact that
many de novo branches have been estab-
lished in recent years where no banking
office existed previously and that most of
the banks acquired in mergers have been
converted into branches by the banks that
acquired them.
The growth in income and population
and the migration of the population into
rapidly growing suburbs have also been in-
fluencing the banking structure. In the areas
surrounding urban centers in particular
there has been a great expansion both in
business activity and in the demand for
checking and consumer loan services, some
by people who only a few years ago might
not have been customers of banks. There-
fore, city banks seeking these customers
have sought to establish new branches or to
merge with banks in the suburbs, where
permitted by law.
Changes in authority of Federal bank
supervisory agencies to regulate bank hold-
ing companies and to pass on bank mergers
and consolidations, and a change in the atti-
tude of some State banking departments to-
ward these activities, have also influenced
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i Banks in Alaska and Hawaii are included throughout, although these territories did not become States until 1959.
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the number and location of banks and of
branch offices.
RECENT CHANGES
During the last decade there has been a net
decline of 647 in the number of banks.
Newly organized banks—a total of 1,113—
only partially offset the number discontin-
ued—1,760. Over this period, however, the
rate of decline in the number of banks
lessened steadily, from a net loss of more
than 100 banks per year in 1953-54 to
only about 25 banks per year in 1961-62.
The slower rate of decline reflects primar-
ily a doubling in the number of new banks
organized. During most of the decade an
average of 175 banks went out of existence
each year, but very few of these banks
were suspended or liquidated because they
were in unsatisfactory condition. About 95
per cent were merged with other banks; and
17 in 20 of these were continued as branches
of the surviving banks.
Banks have not only continued to convert
most of the banks they acquired by mergers
into branch offices, but they have also been
opening more de novo branches. Last year
they opened 874 new branches, three times
as many as in 1953. Over the 10-year period
banks opened 5,643 de novo branches and
closed only 387 branches.
As a result of the new branches and the
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chartering of new banks, the total number
of commercial banking offices has increased
by about 6,100 in the last decade. This rate
of growth has exceeded that for the popula-
tion. Consequently, the average banking
office now serves 7,300 persons, compared
with about 8,100 at the end of 1952.
For the country as a whole, these changes
in the banking structure have been accom-
panied by little change in the concentration
of deposits held by a given number or per-
centage of the largest banks. For example,
the 100 largest banks at the end of 1962
held about 48 per cent of total deposits, only
a little more than 10 years earlier and much
less than the 58 per cent they held in 1940.
CHANGES BY STATES
Focus on the recent changes in the structure
of commercial banking for the country as a
whole tend to mask the diverse changes that
have occurred among States. In general,
these changes have been influenced by the
type of banking legislation adopted. For this
discussion, the 50 States and the District of
Columbia have been placed in three broad
groups: those in which statewide branch
banking is prevalent; those in which branch
banking is limited usually to the county in
which the bank's head office is located or to
contiguous counties; and those that strictly
limit or prohibit branch banking—the so-
called unit banking States.
The map indicates clearly that the type
of banking structure is a regional phenome-
non. Unit banking predominates in the mid-
western States, while statewide branch
banking prevails in the Far West. Most of
the States east of the Mississippi permit lim-
ited branch banking, although statewide
branching and unit banking are also rep-
resented.
Number of banks. At the end of 1952
about half the commercial banks were lo-
cated in the 18 unit banking States, and half
in the remaining States, where some form
of branch banking is permitted. The picture
has changed since then. By the end of 1962
the number of banks had increased by 509
in unit banking States but had decreased
by 1,156 in branch banking States.
States in which statewide branching is
prevalent had a net loss of 330 banks in
the 10-year period, a 25 per cent decline.
Because of mergers, more than one in every
three banks existing in 1952 was eliminated
as a separate institution; and only 166 new
banks were organized. In recent years the
rate of decline has lessened as fewer merg-
ers have occurred and more new banks have
been organized. In the States that permit
limited branching the decline in the number
of banks—about 15 per cent—has been
spread fairly evenly over the period.
The increase of 7 per cent in the number
of banks in the unit banking States reflects
primarily the formation of new banks; few
mergers have occurred there. These States
have accounted for about 60 per cent of all
new banks chartered since 1952.
For most of the States within each group
the changes in the number of banks over the
decade were generally in the same direction,
but the size of the changes varied widely (see
Table 1, p. 1320. Except for Hawaii all of
the 17 States with statewide branching had
fewer banks at the end than at the beginning
of the period, while 12 of the 16 limited
branching States had fewer banks. Except
in New York and Pennsylvania, States that
limit branch banking generally lost relatively
fewer banks than those that permit statewide
branching. In each of those two States the
number of banks declined by about one-
third.
Federal Reserve Bulletin: September 1963CHANGES IN BANKING STRUCTURE, 1953-62 1195
STATEWIDE BRANCH BANKING predominant in the West;














NOTE.—Figures indicate the percentage of deposits held by
the 5 largest banks or bank groups in the State. A bank group
Only 3 of the 18 unit banking States
failed to show an increase in the number of
banks. The largest relative increases were in
Florida, Colorado, Texas, and Illinois. The
growth in population was higher in these
States than in the other unit banking States,
and this no doubt contributed to the high
rate at which new banks were formed there.
Number of banking offices. Despite the
decline in number of banks in most States
over the past decade, every State except New
Hampshire and West Virginia had an in-
crease in the number of banking offices. The
number of offices increased by about 60 per
cent in States that permit statewide branch-
ing, 40 per cent in the group that permit
includes banks that are members of a holding company reg-
istered pursuant to the Bank Holding Company Act of 19S6.
limited branching, and 10 per cent in States
with unit banking.
CONCENTRATION OF DEPOSITS
One broad measure of the organization of
any industry is the degree to which the vol-
ume of business is concentrated in a few
companies. In banking, the proportion of
deposits held by the largest banks or bank
groups is useful for making such compari-
sons over time and among States. The pro-
portion of deposits held by the 5,10, or 100
largest banks presents only one aspect of the
structural picture, however, and such meas-
ures, by themselves, are not accurate in-
dexes of the degree of competition.
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The proportion of deposits held by the
largest banks changed little for the country
as a whole from 1952 through 1962 because
changes for the three major groups of States
tended to offset one another. In the statewide
branching States, where there was a decline
in number of banks, there was some increase
in concentration of deposits. Over this
period the 25 largest banks, which represent
about 2 per cent of the total number of
banks, increased their share of deposits from
about 62 per cent to 71 per cent. The pro-
portions for 1962 were larger than those for
the same number of banks or the top 2 per
cent of the banks in groups of States with
either limited branch banking or unit bank-
ing. The largest number of banks shown in
the chart for each group is about 2 per cent
of the average of the numbers of banks in
these States in 1952 and 1962.
Unlike States with statewide branching,
where concentration and growth in numbers
moved in opposite directions, States with
limited branch banking showed both a sub-
stantial decline in the number of banks and
a small decline in the concentration of de-
posits. As the chart shows, the 100 largest
banks—about 2 per cent of the total num-
ber—accounted for 60 per cent of total de-
posits at the end of last year compared with
about 64 per cent at the end of 1952.
In unit banking States a decrease in con-
centration of deposits accompanied an in-
crease in the number of banks. The share of
total deposits held by the 150 largest banks
—about 2 per cent of the number in these
States—fell from 53 to about 48 per cent.
On the whole the results summarized in
the chart for the three groups of States are
characteristic of the individual States in each
group. The percentage of deposits held by
the 5 largest banks in each State at the end
of 1962 are shown on the map.
LOCAL BANKING ALTERNATIVES
For many purposes State differences in
banking structure are not so relevant for
measuring concentration and available bank-
ing alternatives as data for metropolitan
areas and for smaller population centers. For
individuals and for many small and medium-
size businesses, alternative sources of bank-
ing services are limited for the most part to
the banking institutions in the locality in
NOTE.—The largest mimber of banks shown for each group
is about 2 per cent of the average number of banks in these
States in 1952 and 1962. The total number of banks in those
years is shown for each group in Table I, p. 1320.
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which they are situated. In this connection,
the number of "institutions" is the number
of banks or branches of banks under inde-
pendent management.
In general, the number of banking insti-
tutions operating in a locality increases with
the size of its population. Almost no center
or town with a population of less than 1,000
has more than one banking institution.
Towns with populations between 5,000 and
10,000 are apt to have two, and it is not
until the population reaches 25,000 that
three or more institutions become usual. But
many of the smaller towns with only one or
two banking institutions, or none at all, are
located near other towns that may provide
ready access to other institutions.
In the standard metropolitan areas the av-












































































































































































i The number of institutions equals the number of separate man-
agements available to bank customers, whether through head office,
branch, or holding company, except that in this table holding com-
pany affiliates are consolidated only for standard metropolitan
statistical areas.
NOTE.—Details may not add to totals because of rounding.
Federal Reserve Bulletin: September 19631198 FEDERAL RESERVE BULLETIN • SEPTEMBER 1963
erage number of banking institutions avail-
able was generally somewhat larger for the
unit banking States than for States having
either statewide or limited branching. All
but 11 of the 208 standard metropolitan
areas studied, however, had at least four
banking institutions. In these areas, provi-
sion of adequate banking services to the
smaller customers, both businesses and in-
dividuals, may depend more on the strategic
location of banking offices of competing in-
stitutions within the area than on the number
of banks operating in the entire area.
Some comparisons of the number of bank-
ing institutions and the percentage of de-
posits held by the two largest banks or bank
groups in standard metropolitan areas with
populations of 300,000 or more are shown
in Table 2 on page 1321.
For most of the areas shown, the per-
centage of deposits held by the largest bank-
ing institution is close to or above 30 per
cent of the total held in the area. The con-
centration of deposits in the largest institu-
tion in metropolitan areas located in both
statewide and limited branching States
ranges from about 20 per cent to a high of
about 60 per cent.
In unit banking States the concentration
of deposits in the largest institution is not
so pronounced; it ranges from 15 to 45 per
cent. However, if the proportion of deposits
held by the two largest institutions is used as
the measure, the range of proportions for the
unit banking States is closer to that for the
other two groups.
The statistics in this text and the accom-
panying tables are presented as useful
summary measures of the dimensions of the
banking structure and the major changes
therein over the past decade. It should be
recognized, however, that over fairly broad
ranges, differences in the numbers of banks
and banking offices or in the degree of de-
posit concentration may have little relation-
ship to competitive vigor or the extent of
services offered by banking institutions in
their communities. Legal and institutional
factors may be as important as the banking
structure, or even more important, in influ-
encing bank performance. To reach judg-
ments on this score, intensive analyses of the
prevailing circumstances in individual mar-
kets are a requisite.
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